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PREFACE 



The eminent business historian, N. S. B. Gras, in tracing the evolution 
of business said, "In most of man’s history there has been no business. In 
fact, business is such a late-comer that whole groups of men have never be- 
come adjusted to it."* 

Until the turn of the century the businessman tvas much less scientific 
in his approach to management problems than he is today. Accounting, statis- 
tics, budgetary control, scientific organization and employee training are 
management adaptions of post-World War I. The widespread growth of collegiate 
schools of business has similarly been experienced during the same period of 
time. Only a superficial examination of business failures as reported by Dun 
and Bradstreet over the first century of their operations reveals a need for 
a wider application of scientific management in business operations. 

This study of Budgetary Administration and Control is not a compendium 
on the techniques of preparation and operation of a budget, but rather a brief 
treatise on the history of the budget as an administrative and management de- 
vice, including a broad analysis of the advantages and limitations in its use. 

Charles H. Walker 

George Washington University 
Washington, D. C. 

May, 1956 



*N. S. B. Gras, Business and Capitalism (New York: F. S. Crofts and 

Co., 1946), p. 27. 
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CHAPTER I 



BACKGROUND AND DEVELOPMENT OF BUDGETS 



No other management device of similar complexity has ever been accepted so 
quickly and installed so rapidly in American business as the budget. 

Definition of the Term . —Definitions of a budget are as numerous as 
published materials; however, the general concept running throughout the liter- 
ature is well expressed in the ideas which follow. Gladstone said that the 
budget was not merely an affair of arithmetic but in a thousand ways was the 

root of prosperity of individuals, the relation of classes, and the strength of 
2 

kingdoms. 

The Metropolitan Life Insurance Company, in its pamphlet, "The Budget as 

an Aid to Management,” defines the budget thus: 

& 

A budget system has been defined as a systematic method of gathering in- 
formation from the past and present, of formulating plans for the future 
on the basis of it, and of reporting subsequently how these plans have 
been carried out. The application and use of this method of planning and 
recording give what is called 'Budgetary Control'. 

Another definition of the budget by Mr. John R. Bartizal places more 

emphasis on effective results in operation as contrasted with the previous idea 

which emphasized the mechanical aspects of preparation. He said, "A budget is 



^rior Sinclair, Budgeting (New York: The Ronald Press Co., 1931), p. 3. 

*rhe Metropolitan Life Insurance Company, The Budget as an Aid To Manage-] 
ment, A Report Prepared by the Policyholder Service Bureau, (New York: The 

Metropolitan Life Insurance Co., Revised 1951), p. 5; 

3 Ibid. 
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2 



a forecast, in detail, of the results of an officially recognized program of 

operation based on the highest reasonable expectations of operating efficiency. 

What may be the 'highest reasonable expectations of operating efficiency* is a 

matter of management policy, but a forecast should not be regarded as a budget 

unless it is concerned with the correction of conditions which result in 

4 

preventable waste or excessive costs.” 

With respect to the financial aspects of budgeting it has been defined 
as "a financial plan summarizing the financial experience of the past, stating 
a current plan, and projecting it over a specific period if time in the future." 1 ' 

Early Development . — In Order to develop the history of the budget in 
chronological sequence, consideration is given first to its use in controlling 
expenditures in government. Such a consideration will also explain how the 
initial use of the budget by business was patterned after governmental budget- 
ing. 

The term ’’budget" was first used in France between 1802 and 1803 by the 
French Government with reference to estimates of receipts and expenditures. 

It also had early usage in England as a term for describing the great leather 
bag which for a long tine contained the documents presented to parliament to 
explain the wants and resources of the country. Other European countries sub- 
sequently adopted the budget as a control device.^ 

The English people slowly but eventually perfected budgetary procedure 
with the result that early in the nineteenth century it became an effective 

4 

John R. Bartizal, Budget Principles and Procedure (New York: Prentice 

Hall, Inc., 1942), p. 1. 

Marshall E. and Gladys 0. Dimock, Public Adm ini stration (New York: 
Rinehart 6 Co. Inc., 1953), p. 194-195. 

^"Budgeting Techniques," Journal o f Sta t istical Society . XXIX (Royal 
Statistical Society, London: 1954), p. 325. 
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means for holding public officials strictly accountable. Their disbursements 
were limited to budgeted appropriations, and all their incomes were properly 
accounted for by an annual audit. 

The English budget was intended to provide a more effective accounting 
for incomes and outgoes. Putting it another way, budgetary procedure was 
adopted with the idea of making accounting control more effective. 

Moreover, two of the three parts of the English budget took the form 

of an accounting statement, namely the formal report of past expenditures and 

the estimated expenditures of the future. The budget was prepared by the 

financial officer in charge of the national accounts, the Chancellor of the 
7 

Exchequer . 

It was not until 1895 that leaders in the movement for better municipal 
government in the United States decided that, instead of working through in- 
vestigations and prosecutions, they could obtain the desired results more 
quickly and surely by first improving the structural organization and business 
procedure of the municipalities. Accordingly, bureaus of municipal research 
were established in the larger cities to provide the necessary specialized and 
technical assistance. They were supported by large taxpayers and other public 
spirited citizens and served as the contact and constructive agencies of the 
citizenry. Chambers of Commerce, also, in some instances added departments 
that took on similar duties. Some city governments were forced to meet public 
opinion by establishing research or efficiency bureaus as official staff units. 

The efforts to reorganize municipal governments so as to centralize 
responsibility early led to the adoption of budget systems through which ex- 

7 

Edwin L. Theiss, "The Beginnings of Business Budgeting," The Accountants 
)igest, III (March, 1930), pp. 283-84. 
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penditures would not only be brought under responsible control but also be 
kept within the limits of estimated revenues. New York was a leader in im- 
proving the municipal budget methods, with Philadelphia, Boston, Chicago, and 
a socre of other large cities following closely. A national association of 
municipal comptrollers and accounting officers was organized and gave impetus 
to the movement. The adoption of commission and city manager types of govern- 
ment by medium-sized cities also helped, since budget systems aided such new 
governments to give additional and more efficient service at less cost. As 
a result of these changes, within a few years the financial methods of American 

Q 

cities were greatly improved. 

The adoption of municipal budgeting throughout the country naturally 
led to a demand for state budgets that found effective voice in the press 
of the country. The budget problems of the states were more difficult of 
solution than those of the municipal governments, mainly because authority and 
responsibility were not as well centralized. Although some of the constitutions 
required the governor to present at the beginning of each regular session of 
the legislature estimates of the amount of money to be raised by taxation, 
these provisions had not been construed as requiring the governor to submit 
a budget and in fact were complied with only in part. 

By this time considerable literature on public budgets was available, 
and the proposal of state budgets was supported by a large and growing body 
of the electorate. The adoption of a budget system was made a chief issue in 
some state elections and legislatures took up the subject vigorously. Edwin 
L. Theiss writes, "that from 1911 to 1919 forty-four states enacted budget 



^National Industrial Conference Board, Inc., 
Manufacturing Industry . (1931), p. 4. 
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